SNOW: The Tollbooth for Governed Enterprise Al

1. Executive Summary

We are initiating a LONG position in Snowflake Inc. (SNOW) with a 3-year price target of $315, representing
approximately 50% upside from the current price. Our thesis is predicated on the market's fundamental mis-
calibration of Snowflake's competitive standing in the new era of enterprise Artificial Intelligence. The consensus
narrative correctly identifies AI as a growth driver but incorrectly frames the competitive landscape as a feature-
level battle with rivals like Databricks. This view is myopic.

Our variant perception is that Snowflake's "architected-in" governance and seamless multi-cloud fabric are not
mere features but a profound, structural moat that becomes exponentially more valuable as enterprises move Al
from experimental sandboxes to mission-critical, production environments. The key force driving our thesis is the
C-suite's non-negotiable demand for security, auditability, and a single source of truth when deploying AI against
their most sensitive data. In this high-stakes environment, Snowflake is not just a data platform; it is a provider of
trust, a form of risk insurance that risk-averse Global 2000 companies will pay a premium for.

The market is pricing Snowflake at $209.69 per share, reflecting a forward P/E of 128.41, which seems to
underwrite a future of solid but decelerating growth. We believe this fails to account for a significant re-acceleration
driven by new, high-margin AI workloads where governance is the primary decision criterion. While competitors
may win departmental projects on flexibility, we believe Snowflake is positioned to become the central nervous
system for enterprise intelligence—the indispensable tollbooth through which all trusted AT must pass. This creates
a compellingly asymmetric risk/reward profile, offering the potential to own a generational platform at a price that
does not yet reflect its full strategic value.

TL;DR:
+ Recommendation + conviction level: BUY with medium-high conviction. We recommend initiating a 2.0%
starter position.

« Key thesis driver: The market underestimates Snowflake's architectural moat in governance and security,
which will enable it to capture the most valuable, high-stakes enterprise Al workloads.

« Primary risk or kill condition: The "governance moat" proves illusory. If Databricks' "good enough" Unity
Catalog wins significant bake-offs in regulated industries, our core thesis is falsified.

« Valuation vs. current price: Our probability-weighted fair value is $255, a 22% premium to the current
price. Our base case points to $275, with a bull case of $340+, suggesting significant asymmetry.

2. Business Quality Assessment

Snowflake's business is the AI Data Cloud, an evolution from its origins as a cloud-native data warehouse. The
company’s foundational innovation was the architectural separation of storage and compute, enabling a
consumption-based revenue model that scales with customer usage. This core architecture remains the bedrock of
its competitive advantage, providing the foundation for three widening moats: data gravity, multi-cloud neutrality,
and a superior governance model.

Data Gravity & Extreme Switching Costs: The sheer cost and operational complexity of migrating petabytes
of curated, mission-critical data create immense customer stickiness. This moat deepens as customers move beyond
simple analytics and begin building applications directly within Snowflake using Snowpark for code and Cortex for
AT services. This couples application logic directly with the governed data, transforming Snowflake from a data
repository into the operational heart of an enterprise's intelligence stack. The effort required to untangle these
integrated systems makes switching prohibitively expensive and risky.

Multi-Cloud Neutrality as a Strategic Mandate: For the Global 2000, avoiding hyperscaler lock-in is a C-
suite-level strategic imperative. Snowflake’s platform was built from day one on a single, unified codebase that runs
identically across Amazon Web Services (AWS), Microsoft Azure, and Google Cloud Platform (GCP). This is not
merely a marketing claim; it is a deep architectural advantage. It enables features like Snowgrid, which allows for



seamless, real-time data sharing and replication between different cloud providers. As CEO Sridhar Ramaswamy
stated:

"The world is becoming more multipolar... There is a desire for what I call data sovereignty. And the
beautiful thing about our model is we just ride the wave of the hyperscalers."

This architecture provides tangible strategic value that competitors with more federated, less-integrated multi-
cloud offerings struggle to match. It allows a customer to failover operations from AWS to Azure during an outage,
integrate data from an acquired company on a different cloud in days, and securely share live data with any partner,
regardless of their cloud provider. This transforms Snowflake from a vendor into a strategic partner for operational
resilience and vendor neutrality.

The Governance Moat: Architected-In vs. Bolted-On: This is the most critical and misunderstood aspect of
Snowflake’s business quality. The market often views the governance competition with Databricks as a feature-for-
feature race. This is a fundamental error. Snowflake's governance is native to its architecture. A security policy is
defined once and is automatically and consistently enforced across every workload because there is only one engine
and one consistent copy of the data. In contrast, competitors often layer a governance catalog on top of a more
complex, federated ecosystem of different tools and storage formats. This "bolted-on" approach can create seams
and complexities that are unacceptable for CIOs and Chief Risk Officers deploying Al against their most sensitive
financial, healthcare, or customer data. In the era of governed Al, this architectural purity is not a nice-to-have; it is
the core product.

3. Investment Thesis & Variant View

The market is making a critical error in judgment: it is valuing Snowflake as a high-growth data warehouse facing
commoditization, when it should be valued as the emerging system of record for trusted enterprise Al. Our variant
view is that Snowflake's architectural choices in governance and multi-cloud simplicity are creating a durable,
defensible moat that the market systematically undervalues. The consensus is anchored on near-term consumption
trends and a simplistic view of competition, failing to price a future where Snowflake becomes the de facto "AI data
trust layer" for the global enterprise.

The core of our thesis rests on a simple premise: as Al transitions from the lab to the boardroom, the criteria for
platform selection will shift from developer flexibility to enterprise-grade trust. The C-suite will not deploy
generative AI models on customer data without an unbreakable, auditable chain of custody and governance.
Snowflake provides this.

Why the Consensus View is Incomplete

The consensus bear case, and the primary argument from Databricks proponents, is that Snowflake’s integrated
platform is a restrictive "walled garden" compared to the flexible, open-source-based "lakehouse" architecture. This
argument correctly identifies Snowflake’s trade-off but completely misjudges the buyer's priorities in the highest-
value market segments.

For a CISO in a regulated industry, the competitor's "flexibility" translates to a larger vendor attack surface,
fragmented governance, and higher operational complexity. Snowflake's integrated system is a feature, not a bug. It
offers a single, auditable, and accountable control plane for their most sensitive data. They are not buying a
database; they are buying risk reduction. This parallels the historical enterprise preference for Oracle's integrated,
high-cost databases over cheaper, more flexible open-source alternatives like Postgres for their most critical
systems of record. The stakes for Al governance—managing model bias, data lineage, security, and regulatory
compliance—are an order of magnitude higher. In this environment, a fully-integrated, single-vendor platform that
offers pristine auditability and clear accountability is the most critical feature. The market is pricing this as a
preference; we believe it is a requirement.



This is not a theoretical advantage. It is a proven go-to-market differentiator.

"Snowflake’s single, governed, and cross-cloud data platform enables us to securely and cost-effectively
unlock more value from our data... With Snowflake, we can now more easily and efficiently build
innovative new services and products that deliver on our strategy and provide value to our customers.” —
Tom Mazzaferro, Chief Data & Innovation Officer, Western Union

This quote from a global financial services leader is the voice of Snowflake's moat. The value proposition is not a
toolset for developers; it is a platform that enables innovation securely. This is the language of the C-suite, and it is
where Snowflake will win the enterprise AI war.

4. Valuation

Snowflake’s valuation appears demanding, with a forward P/E of 128.41 and an EV/NTM Sales multiple of ~16x.
However, these metrics are misleading as they are anchored to a recent past of growth deceleration. Our analysis
indicates the current price of $209.69 reflects a "muddle-through" scenario, creating significant asymmetric
upside if our thesis of an Al-driven growth re-acceleration proves correct.

Probability-Weighted DCF Scenarios

Our primary valuation framework is a multi-scenario DCF analysis. We believe the market is overweighting the
probability of the base and bear cases, while systematically under-pricing the non-linear outcomes where
Snowflake's governance moat leads to market share consolidation in enterprise AI. Our probability assignments

reflect this variant view.

Scenario Narrative 5-Yr Rev CAGR Terminal FCF Margin Implied Fair Value Assigned Probability
Broken Legacy 15% 20% $95 10%
Thesis player,

moat

breached
Bear Al fails, 20% 25% $135 20%
Case competition

erodes
Base Al thesis 30% 33% $275 40%
Case plays out
Bull Dominant 38% 38% $340 25%
Case Al platform
Super TCP/IP for 45% 42% $410 5%
Bull Enterprise

Al
Total 100%

Methodology: WACC of 9.0%, Terminal Growth Rate of 3.5%.

This analysis yields a probability-weighted fair value of $252 per share, representing 20% upside from the
current price. Critically, the risk/reward is skewed. The base case offers 31% upside to $275, while the "Broken
Thesis" implies 55% downside to $95. However, our conviction lies in the combined 70% probability we assign to

$

$2



the Base, Bull, and Super Bull scenarios, where the governance moat proves durable and drives a re-acceleration of
growth back to the 30%+ range.

Valuation Sensitivity Analysis

The valuation is most sensitive to long-term revenue growth and terminal free cash flow margins. The table below

illustrates the implied fair value across a range of these two key assumptions, holding the WACC (9.0%) and
terminal growth rate (3.5%) constant. Our base case is highlighted.

5-Year Revenue CAGR 25% 30% 33% 38% 42%
20% $135 $158 $172 $195 $214
25% $173 $202 $219 $248 $272
30% $220 $257 $275 $315 $345
35% $276 $322 $348 $396 $434
40% $343 $400 $433 $493 $540

This matrix demonstrates that to believe in material upside from $209.69, one must underwrite a future where
Snowflake can sustain a revenue CAGR near 30% and achieve terminal FCF margins north of 30%. Our bottoms-up
analysis of the Al workload opportunity suggests this is not only plausible but probable.

5. Key Analytical Tensions

Our final investment view was shaped by rigorous debate around three central questions. Our resolution of these
tensions forms the foundation of our conviction.

1. The Tension: Is the Governance Moat Durable or a Temporary Advantage?

« The Case For Durability: Snowflake's governance is architecturally integrated, not layered on. For regulated
G2K enterprises, this "one throat to choke" model offers a single, auditable, and accountable control plane for
their most sensitive data. This reduces complexity and vendor risk, a premium feature for which CISOs will pay.
This moat will widen as Al regulations intensify, making Snowflake's pristine auditability a non-negotiable
requirement.

- The Case Against (The "Good Enough" Argument): Competitors like Databricks are rapidly enhancing
their governance layers (e.g., Unity Catalog). The risk is that these solutions become "good enough" for most
enterprises, neutralizing Snowflake's primary differentiator and turning the competition into a price and feature
battle, eroding margins. The open-source ecosystem championed by Databricks could become the dominant
paradigm, relegating Snowflake to a high-cost niche.

» Our Resolution: We conclude the governance moat is durable and will be the decisive factor in winning the
highest-value enterprise AI workloads. The "good enough" argument fundamentally misreads the risk posture of
the G2K C-suite. For mission-critical AI, enterprises will not tolerate the operational overhead and potential
security seams of a federated, multi-vendor stack. They will choose the integrated, accountable system every
time, just as they chose Oracle over Postgres for their core financial systems.

2. The Tension: What is the True Magnitude of the AI-Driven Growth Re-acceleration?

« The Case For a Sharp Re-acceleration (>30%): New Al services like Cortex and Snowpark are moving
Snowflake up the value stack from a passive repository to an active development platform. Early adoption
signals are strong, with Snowpark consumption growing over 50% quarter-over-quarter. As enterprises
productionize Al, this will unlock a new wave of high-margin compute consumption, driving consolidated
growth back above 30%.



« The Case Against (A Muted Tailwind): The market may be overly optimistic. AT model efficiency is
improving rapidly, which could reduce the long-term compute and data processing needs for inference
workloads. Furthermore, competitive pressure and customer optimization efforts could limit consumption
growth and margin expansion, resulting in a more modest growth stabilization in the low-to-mid 20s.

» Our Resolution: We forecast a sustained re-acceleration to the ~30% level. While model efficiency is a valid
headwind, the sheer explosion in the volume of enterprise-specific Al agents, models, and data-driven
applications will create a far more powerful tailwind. The net effect will be a significant increase in demand for
governed compute, validating our base case growth assumptions.

3. The Tension: Is the Multi-Cloud Moat Real or an Illusion?

« The Case For a Durable Moat: Snowflake's single-codebase architecture is a genuine technical
differentiator. It enables true cross-cloud data replication and sharing (Snowgrid) that is seamless and native to
the platform. This provides enterprises with strategic leverage against hyperscalers, simplifying disaster
recovery and M&A integration—a powerful C-suite value proposition.

« The Case Against Commoditization: All major data platforms now have a multi-cloud presence. The risk is
that the technical nuances of Snowflake's implementation do not translate into a meaningful, defensible
advantage. Application and AT model layers could abstract away the underlying data platform, commoditizing
Snowflake's role and capturing most of the value higher up the stack.

« Our Resolution: The multi-cloud moat is real and durable. The ability to treat AWS, Azure, and GCP as a
single, unified data fabric is a strategic capability that competitors cannot easily replicate. For a global enterprise
managing data sovereignty laws, negotiating with hyperscalers, and ensuring business continuity, this is not a
technical detail; it is a critical pillar of their IT strategy.

6. Catalysts

Our thesis does not depend on calendar dates but on the achievement of specific, verifiable milestones that will
force the market to re-evaluate its growth assumptions for Snowflake.

1. Accelerating RPO Growth (Next 1-2 Quarters): A re-acceleration in year-over-year Remaining
Performance Obligations (RPO) growth for two consecutive quarters would be the first tangible evidence that
large, multi-year enterprise Al contracts are being signed, providing a leading indicator of future revenue
growth.

2. Verifiable "Governance-First" Customer Win (Next 12 Months): The public announcement of a major
generative Al deployment from a top-tier global bank, pharmaceutical, or insurance company, where the
customer explicitly cites Snowflake's security and governance as the primary reason for choosing it over
competitors. This would be the single most potent validation of our core thesis.

3. Al Services Revenue Disclosure (FY2026-2027): Management begins to explicitly break out revenue or
consumption metrics from Cortex and other Al services, providing the first concrete proof of monetization and
allowing the market to model the new growth vector with confidence.

7. Risks & Kill Conditions

We will actively monitor for evidence that falsifies our thesis. The following are specific, verifiable conditions under
which we would exit our position.

1. Governance Moat Falsified: This is the primary risk. Databricks' Unity Catalog proves to be more than
"good enough" and begins to win in Snowflake's core enterprise strongholds.

« Kill Condition: Verifiable reporting or our own channel checks confirm the loss of three or more competitive bake-offs for core Al platform
deployments against Databricks within the Fortune 500 in a six-month period.

2. Large Enterprise Momentum Stalls: The company's go-to-market engine falters, and it fails to maintain its
strong win rates and expansion within its most important customer segment.

« Kill Condition: The year-over-year growth rate of customers with >$1M in TTM product revenue decelerates below 20% for two consecutive
quarters. This is a key metric reported in quarterly earnings.

3. AI Monetization Failure & Margin Erosion: The new Al product suite fails to drive meaningful, high-
margin consumption, leading to margin compression without a corresponding revenue re-acceleration.

« Kill Condition: By the end of FY2027, revenue from new Al services constitutes less than 5% of total product revenue, AND non-GAAP free cash
flow margins fall below 20% for two consecutive quarters.



8. Position Sizing Rationale

We recommend initiating a 2.0% starter position in Snowflake. This sizing is intentionally calibrated to the
current state of our thesis: a powerful, evidence-backed hypothesis that still requires definitive market validation. It
is not a hedge, but a deliberate "call option on our ability to verify the durability of the governance moat." This
sizing allows us to participate in any near-term upside from catalysts like RPO acceleration while limiting downside
to an acceptable level should the thesis be falsified.

We acknowledge the tactical view that a more prudent entry point may exist closer to $160, given the high valuation
and macroeconomic uncertainty. However, we believe waiting for a perfect price risks missing the platform's re-
rating entirely if our leading indicators prove correct. A 2.0% position appropriately balances valuation risk with
the risk of omission.

We will look to build this into a full 4.0% core position upon confirmation of a major "Governance-First"
customer win (Catalyst #2) or clear evidence of AI monetization driving revenue re-acceleration (Catalyst #3). This
milestone-based scaling approach allows us to increase our investment as the thesis is empirically de-risked.

9. Bottom Line

We recommend initiating a LONG position in Snowflake with a 2.0% starter allocation, targeting an entry range of
$200-$210. Our conviction is that the market is fundamentally mispricing the durability of Snowflake's
architectural moats in governance and multi-cloud, which will establish it as the indispensable platform for trusted
enterprise Al. This position offers asymmetric upside as the market shifts its focus from near-term consumption
trends to the long-term strategic value of a secure, governed Al data foundation. We would exit our position if we
see verifiable evidence of competitive losses in regulated industries, a sustained deceleration in large customer
growth below 20%, or a failure to monetize new Al services by FY2027.
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